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With the passage of amendments to 
the Financial Administration Act, we 
have entered a new era of Crown 
corporation accountability. 


The Act now sets out the responsibili- 
ties for boards of directors, and 
specifically charges each parent 
Crown corporation to establish an 
audit committee. From now on, 

audit committees are expected to dis- 
charge the obligations specified in 
this Act and to do so in a manner that 
establishes them as key participants 
in the successful implementation of 
the new legislation. 


I thought the time was right, there- 
fore, to prepare a booklet to help 
directors of Crown corporations, and 
especially members of their audit 
committees, to understand better the 
role and responsibilities of these 
committees. 


Many of the legislative provisions are 
new and innovative. It can be 
expected that their implementation 


will almost certainly bring to light 
issues and practices that cannot be 
foreseen now. For this reason, we 
have taken a broad approach in pre- 
paring this booklet, in order to draw 
the reader’s attention to what, in 
our view, are the most important 
considerations. 


This booklet has been prepared 
primarily for Crown corporations sub- 
ject to Part XII of the Financial 
Administration Act. However, a num- 
ber of Crown-owned corporations 

are not governed by that Act. To the 
extent that such corporations have 
already established audit committees, 
or could benefit from doing so, this 
booklet may prove useful to them. 


I am confident that the amendments 
to the Financial Administration Act, 
including the requirements respecting 


audit committees, have introduced 
new opportunities for all key partici- 
pants to work together to achieve 
improved accountability. This book- 
let gives evidence of my Office’s 
interest and willingness to assist in this 
endeavour. 


Pid 


Kenneth M. Dye, F.C.A. 
Auditor General of Canada 
Ottawa, 1985 
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Introduction 


During the 1970s, the use of audit 
committees emerged as accepted 
practice in the private sector in 
Canada and the United States. The 
committees were established in 
response to a perceived need to 
improve corporate reporting practices 
and the credibility of published 
financial statements. 


In Canada, the province of Ontario 
was the first to pass legislation that 
would improve the accountability of 
corporations to their shareholders. 
Ontario amended its Business Cor- 
porations Act in 1970 to require all 
corporations offering securities to 
the public to create audit committees. 
British Columbia, Manitoba and 
Saskatchewan later adopted similar 
legislation. Five years later, in 1975, 
the federal government amended the 
Canada Business Corporations Act 


to require every Canadian corporation 
offering shares to the public to 

have an audit committee. The Act 
also included requirements regard- 
ing the committee’s size and 
composition. 


The audit committee requirements of 
the amended federal Financial 
Administration Act are thus a logical 
outcome of developments in the 
private sector over the last decade 
and a half. They also recognize 

that most Crown corporations have 
already taken advantage of the con- 
tribution that audit committees can 


make to improved accountability 

by setting them up, even though they 
were not previously required by 
legislation. 


This booklet reviews briefly the envi- 
ronment within which Crown corpora- 
tions function. It describes the broad 
accountability framework which pre- 
vails and the specific legislative 
requirements with respect to audit 
committees in Crown corporations.* 


Also discussed are the responsibili- 
ties and activities of the audit commit- 
tee and the relationships between it 
and other key parties involved in main- 
taining sound internal controls and 
disclosing information on the cor- 


*The term “audit committee” is used through- 
out this booklet to apply either to a commit- 
tee of the board or to the full board acting as 
the audit committee. 
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poration’s performance. These 
include the board of directors, manage- 
ment, and the external and internal 
auditors. 


A list of readings is included as 
Appendix 1. The publications listed 
provide more detail and should serve 
as valuable sources of information 
and guidance. Appendix 2 presents 
extracts from the Financial Admin- 
istration Act dealing with man- 
agement, audit, audit committees and 
related matters. 


In preparing this booklet, every 
effort has been made to reflect accu- 
rately the provisions of the amended 
Financial Administration Act. How- 
ever, it should be noted that the Act, 
and regulations issued pursuant to 
the Act, prevail in the event of any 
conflict. 


Because this booklet focuses on the 
functioning of an audit committee, 

it deals only briefly with the audit 
regime established by the Financial 
Administration Act. For a more 
detailed description and analysis of 
that regime (and especially the new 
provisions relating to special examina- 
tions) the reader might refer to 
“Auditing in Federal Crown Corpora- 
tions: A Director’s Introduction to the 
Audit and Special Examination Pro- 
visions of the Financial Administra- 
tion Act (as amended by Bill C-24)”. 
That booklet, published by the 
Canadian Comprehensive Auditing 
Foundation, complements our focus. 


Accountability of Crown Corporations 


Crown corporations are corporations 
that are wholly-owned, directly or 
indirectly, by Her Majesty in right of 
Canada. The government, as the 
sole shareholder, appoints the appro- 
priate minister as the trustee 
shareholder. 


Despite many similarities between 
Crown corporations and privately- 
owned corporations, there are 
important differences: 


Ownership 


Government ownership represents an 
investment of public money on behalf 
of taxpayers. Unlike shareholders in 
private sector corporations, indi- 
vidual taxpayers cannot divest them- 
selves of their investments in Crown 
corporations in order to put their 
funds to alternative uses. 


Financing 


Investment of public money is 
authorized by Parliament and may 


take the form, for example, of equity, 
loans by the government or appropria- 
tions for operating purposes. 


Objectives 


Whereas private sector corporations 
primarily seek a reasonable finan- 
cial return on shareholders’ invest- 
ments, Crown corporations are 
charged with carrying out public pol- 
icy objectives. Such objectives may 
conflict with the profit objective. 


Management 


Crown corporation managers must 
balance the market pressures that 
arise from the commercial or quasi- 
commercial nature of their opera- 
tions with the demands that result 
from being part of government and, 
in most cases, acting as an agent of 
the Crown. 


These characteristics of Crown cor- 
porations point to the need for a 
different form of accountability than 
exists between private sector cor- 
porations and their shareholders. In 
particular, Crown corporations are 
accountable for more than financial 


performance. Furthermore, their 
accountability extends beyond the 
legal shareholder to Parliament, 
because it is Parliament that author- 
izes the investment of public money; 
the creation, acquisition, dissolution 
and disposal of corporations owned 
directly by the Crown; and the objects 
and purposes they pursue. The Finan- 
cial Administration Act recognizes 
this distinction and states that: 


“each Crown corporation is ultimately 
accountable, through the appro- 
priate Minister, to Parliament for the 
conduct of its affairs” (S.98.1). 


Audit in Crown Corporations 


“Accountability” is defined as the 
obligation to answer for a respon- 
sibility that has been conferred. Audit 
iS a process superimposed on the 
accountability relationship. The pur- 
pose of audit is to provide addi- 

tional independent assurance to those 
who allocate the responsibility by 
establishing that a report on the dis- 
charge of the responsibility assumed is 
correct and fair. 


It is particularly important for indi- 
vidual members of the audit commit- 
tee to have a good understanding of 
the nature, extent and interrelation- 
ship of audit processes in the corpora- 
tion because the audit regime is of 
central importance to defining the 
nature and scope of the audit com- 
mittee’s work. Figure | on the oppo- 
site page provides an overview of 

the audit regime established by Part 
XII of the Financial Administration 
Act.* 


*For a more complete description and analysis 
of this audit regime, see “Auditing in Federal 
Crown Corporations: A Director's Introduction 
to the Audit and Special Examination Provisions 
of the Financial Administration Act (as amended 
by Bill C-24)", Canadian Comprehensive Auditing 
Foundation, Ottawa, 1984. 


Figure | illustrates how the internal 
audit, the annual audit and the 
special examination flow directly from 
the requirement that Crown corpora- 
tions operate in accordance with the 
expressed wishes of Parliament and 
the government. In doing so, corpora- 
tions are required to safeguard and 
control their assets, manage their 
resources economically and effi- 
ciently, and carry out their operations 
effectively. Further, parent corpora- 
tions must ensure that these require- 
ments are also met in each of their 
wholly-owned subsidiaries. Parent cor- 
porations are also required to report 
annually on the operations and 
performance of the corporations. 


Internal Audit 


The legislation provides that inter- 
nal audits are to be carried out to 
assess compliance with the require- 
ments outlined in Figure 1. The 


requirement for internal audits can be 
waived only if the Governor in 
Council is satisfied that the costs of 
carrying out the audits would not 

be justified by the benefits. 


Annual Audit 


The primary product of the annual 
external audit is an auditor’s report 
addressed to the appropriate min- 
ister*. This report, which is included 
in the corporation’s annual report, 
provides the auditor’s opinions on: 


¢ whether the corporation’s finan- 
cial statements are presented fairly in 
accordance with generally accepted 
accounting principles, applied on a 
basis consistent with that of the 
preceding year; 


¢ whether any quantitative informa- 
tion that Treasury Board requires to 
be audited is accurate in all mate- 


*The auditor may prepare separate reports on 
the financial statements and on the quantita- 
tive information if separate reports are more 
appropriate in the auditor’s opinion. 


Figure 1: The Audit Regime in Crown Corporations 


Management Charge: 


e Keep books and records, 
and maintain systems and 
practices to provide reasonable 
assurance that: 

(i) assets are safeguarded 
and controlled; 

(ii) transactions are in 
accordance with specified 
authorities; 


(iii) resources are managed 
economically and efficiently; 


and 


(iv) operations are carried out 


effectively. 


e Report on results of 


operations; financial position; 


Internal Audit 


Purpose: 
e To assess compliance with 
requirement to keep books 
and records and maintain 
systems and practices that 
provide reasonable assurance 
that: 

(i) assets are safeguarded and 
controlled; 

(ii) transactions are in 
accordance with specified 
authorities; 

(iii) resources are managed 
economically and efficiently; 
and 

(iv) operations are carried out 
effectively. 
Frequency: 

e Ongoing 
Reporting: 

e Management 


Annual Audit 


Purpose: 
e To provide independent 
opinions on: 

(i) fairness of presentation of 
financial statements; 

(ii) accuracy of quantitative 
information; and 

(iii) compliance with specified 
authorities; and 

e To call Parliament’s attention 
to any other matter as 
appropriate. 

Frequency: 

e Annual 

Reporting: 

e Appropriate Minister 

e Parliament (in annual report 
of corporation) 


performance against plan. 


Special examination 


Purpose: 

e To determine whether, in 
the period under examination, 
systems and practices 
maintained provided 
reasonable assurance that: 

(i) assets were safeguarded/ 
controlled; ; 

(ii) resources were managed 
economically and efficiently; 
and 

(iil) operations were carried 
out effectively. 

Frequency: 

e At least every 5 years 
Reporting: 

¢ Boards of Directors 

e Appropriate Minister or 
Parliament (in exceptional 
circumstances, for corporations 
in Part I of Schedule C only). 
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rial respects and is prepared on a 
basis consistent with that of the 
preceding year; and 


e whether the transactions of the 
corporation and of each subsidiary 
that have come to the auditor’s 
notice are in accordance with the 
requirements of Part XII of the 
Financial Administration Act, the 
regulations, the charter and by-laws 
of the corporation or subsidiary, and 


any directive given to the corporation. 


In addition, the auditor is required to 
call attention to any matter falling 
within the scope of the examination 
that, in his or her opinion, should 

be brought to Parliament’s attention. 
Such “other matters” cannot be 
determined in advance, but must be 
assessed on a case by case basis by 
the auditor to determine whether they 
are significant and of a nature that 
warrants bringing them to Par- 
liament’s attention. 


In carrying out the annual audit, the 
external auditor is required to rely 
on any internal audit work to the 
extent that he or she considers 
practicable. 


Special Examination 


A special examination is carried 

out at least once every five years and 
whenever else the Governor in 
Council, the appropriate minister or 
the board of directors may require. 
The external auditor appointed to do 
the annual audit will also be the 
“examiner” of the corporation unless 


another auditor qualified to do the 
work is appointed by Governor in 
Council. 


The purpose of the examination is 

to determine whether, in the period 
examined, the various management 
control systems, financial control 
systems, management information sys- 
tems and management practices of 
the corporation were maintained in a 
manner that provided reasonable 
assurance that: 


e the assets of the corporation and 
each wholly-owned subsidiary were 
safeguarded and controlled; 


e the financial, human and physical 
resources of the corporation and 
each wholly-owned subsidiary were 
managed economically and effi- 
ciently; and 


e the operations of the corporation 
and each wholly-owned subsidiary 
were carried out effectively. 


The report on the special examina- 
tion is submitted to the board of 
directors. The examiner is required to 
state whether, based on criteria pre- 
viously agreed to by the audit com- 
mittee, there is reasonable assurance 
that no significant deficiencies exist 
in the systems and practices 
examined. As distinct from the annual 
auditor’s report, the special examina- 
tion report is required to indicate the 
extent of reliance on internal audit. 


In exceptional circumstances, and only 
for corporations named in Part I of 
Schedule C of the Financial Administra- 
tion Act, certain information may be 
brought to the attention of the 
appropriate minister or Parliament if 
the examiner is of the opinion that such 
reporting is warranted. However, the 
board of directors and, in the 


case of information brought to the 
attention of Parliament, the 

Auditor General, must be consulted 
before any such reports are made. 

In practice, one would expect the 
examiner to consult with manage- 
ment and the audit committee before 
proceeding to consult with the full 
board and the Auditor General. 


Responsibilities of the Audit Committee 


The Financial Administration Act 
requires a parent corporation (or a 
wholly-owned subsidiary, if an annual 
auditor’s report for that subsidiary is 
prepared separately) that has four 

or more directors to establish an audit 
committee of no fewer than three 
directors, the majority of whom are 
not officers or employees of the 
corporation or any of its affiliates. If 
there are fewer than four directors, 
the board of directors constitutes the 
audit committee and, as such, must 
carry out the duties and functions 
required of a committee under the 
Act. 


Meetings of the audit committee may 
be called by a member of the com- 
mittee, the auditor or, if a separate 
appointment has been made in that 
regard, by the examiner of the cor- 
poration. The corporation’s auditor 


(examiner) must receive notice of 
every meeting and may attend and be 
heard. In addition, any member of 
the audit committee may specifically 
request the auditor (examiner) to 
attend a particular meeting, or every 
meeting, of the committee. 


Legislated Responsibilities 


The minimum duties of an audit com- 
mittee, as defined in the legislation, 
are to: 


@ review and advise the board of 
directors with respect to the financial 
statements that are to be included 

in the annual report of the 
corporation; 


@ oversee any internal audit of the 
corporation; 


@ review and advise the board of 
directors with respect to the annual 
auditor’s report of the corporation; 


e in the case of a corporation under- 


going a special examination, review 
and advise the board of directors 
with respect to the plan and reports; 
and 


e perform such other functions as are 
assigned to it by the board of direc- 
tors or the charter or by-laws of the 
corporation. 


Other Responsibilities 


Some of the additional functions 
which might be assigned to the audit 
committee follow naturally from 
those that are legislated. These addi- 
tional functions would include: 


e where appropriate, advising the 
board of directors with respect to the 
appointment of external auditors; 


® reviewing and advising the board of 
directors with respect to the plan 
for the annual audit; 


e reviewing plans and procedures to 
ensure appropriate integration and 
interreliance among internal audits, 
annual external audits and special 
examinations; 


@ reviewing and advising the board of 
directors with respect to any quantita- 
tive performance information that is 
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subject to audit and any other 
accountability-related information 
released by the corporation; and 


@ following up on the implementa- 
tion of recommendations made in 
internal audit, annual external audit 
and special examination reports. 


In addition to duties related directly 
to annual audit and special examina- 
tion processes, other duties frequently 
performed by audit committees in- 
clude monitoring adherence to the 
corporation’s code of conduct and 
initiating or overseeing special investi- 
gations into such matters as con- 

flicts of interest, executive expenses 
and sensitive payments. 


Relationships of the Audit Committee 


The audit committee of a Crown 
corporation operates in a complex 
environment. It has relationships 
with groups at various levels in the 
corporate hierarchy. Figure 2 on page 
10 illustrates the committee’s position 
in relation to these groups. 


As a committee of the board of direc- 
tors, the audit committee helps the 
board to carry out those of its 
responsibilities associated with dis- 
closing information on the perform- 
ance of the corporation and main- 
taining sound internal controls. 


In discharging its duties on behalf of 
the board, however, the committee 
also has to maintain close relation- 
ships with other key players — 
including management, internal 

and external auditors — involved in 
these aspects of corporate activity. In 
particular, it must be concerned 

with the co-ordination of the various 
audit and examination activities 


which bear on the relevance and relia- 


bility of the information the cor 
poration prepares and discloses. 


The following sections describe typi- 
cal relationships of the audit com- 


mittee with the board of directors, 
management and auditors. 


The Audit Committee 
and the Board of Directors 


The audit committee, as a standing 
committee of the board of directors, 
derives its mandate, terms of ref- 
erence and any other responsibilities 
beyond those prescribed in the Finan- 
cial Administration Act from the 
board. The audit committee’s 
authority, therefore, comes directly 
from the legislation and the board. 
Although it cannot act in its own 
right, the committee is the board's 
adviser on accountability and audit- 
related matters, and it can recom- 
mend a specific course of action to 
the board. 


On behalf of the board, the audit 
committee must satisfy itself that the 
corporation is maintaining the books, 
records, systems and practices 
required to manage its businesses, 


activities and affairs in accordance 
with the Financial Administration 

Act and that the corporation’s 
accountability relationships are appro- 
priately served by the reporting of 
reliable information (both financial 
and non-financial) on performance. 


In discharging its responsibilities, 

the audit committee relies heavily on 
the expertise of management and 

the corporation’s internal and external 
auditors (examiners). Although it 
neither carries out nor manages audits 
or special examinations itself, the 
audit committee must monitor the 
audit and examination processes 

and products, and make whatever 
inquiries are necessary, to allow it to 
provide sound advice and make 
effective recommendations to the 
board. 


The Audit Committee 
and Management 


The audit committee’s relationship 
with management is delicate. An 
atmosphere of trust and co-operation 
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Figure 2: Relationships of the Audit Committee 
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between the two will enhance consid- 
erably the effectiveness of the audit 
committee. 


An audit committee interacts with 
management in a number of ways. On 
the one hand, by identifying and 
communicating actual and potential 
problem areas, it can act as a con- 
structive critic. On the other, it can 
act as an adviser to management by 
providing suggestions for follow-up. 
The audit committee must be careful, 
however, not to interfere with 
management’s autonomy and 
responsibilities. 


The audit committee can be instru- 
mental in fostering a good relation- 
ship between management and the 
board of directors. A necessary step 
in this regard is for management to 
implement and maintain sound man- 
agement systems and practices, and 
for the audit committee to monitor 
their operation through the internal 
audit, annual external audit and 
special examination processes. Rele- 
vant, reliable and timely information 
from these systems leads to a well 
informed audit committee and, by 
extension, to a well informed board 
of directors that has confidence in 
management. 


The audit committee also has another 
role — as referee, helping to resolve 
any disagreements between man- 
agement and the internal and external 
auditors with regard to such matters, 
for example, as definition of scope, 
fairness of findings and the feasi- 
bility of recommendations. It can act 
as an objective, knowledgeable third 
party in this kind of dispute. 


Any concerns or misunderstandings 
that management might have about 


the audit committee can be dimin- 
ished by clearly defining the com- 
mittee’s role and responsibilities, 
establishing communication between 
the two, and giving management 
opportunities to provide input during 
committee meetings. Nevertheless, 
the committee’s right to meet when 
management is not present should 
not be questioned, despite any con- 
cerns that management might have 
about being excluded from all or part 
of a particular audit committee 
meeting. 


To create an environment in which an 
audit committee can develop an 
effective relationship with man- 
agement, the board of directors 
should adopt a clear, unambiguous 
mandate for the committee and 
include any other responsibilities the 
board might wish the committee to 
discharge over and above those 
described in the Financial Administra- 
tion Act. The mandate should spec- 
ify the committee’s terms of reference 
and its operating procedures. The 
board should then communicate the 
mandate and terms of reference to 
management so that it clearly under- 
stands what responsibilities and 
authority the board has given to the 
committee. 


Management can provide the com- 
mittee with valuable information and 
advice. The committee should invite 
corporate financial officers, legal 
counsel and other members of the 
management team to committee 
meetings when appropriate. Similarly, 
in some situations it might be desira- 
ble for the audit committee to invite 
representatives of government agen- 
cies and departments (such as the 


Treasury Board Secretariat, Depart- 
ment of Finance, Office of the Comp- 
troller General) to attend all or 

part of a meeting. 


The Audit Committee 
and Internal Audit 


Internal audit investigates and pro- 
vides information to executive man- 
agement on the performance of con- 
trol systems and on the general 
functioning of the organization. 


The minimum legislated responsibili- 
ties of an internal audit function 

are outlined in Figure 1. Additional 
responsibilities may be allocated to 
the function in such areas, for 
example, as reporting on compliance 
with management policies or with 
central agency guidelines. 


Although the Financial Administra- 
tion Act defines a number of responsi- 
bilities for internal audit, it does not 
indicate how these responsibilities 
should be assigned within a corpora- 
tion. In practice, there may be cases 
where all “internal audit” responsi- 
bilities are assigned to a single 
organizational unit, as well as cases 
where the responsibilities are split 
over two or more units (e.g., an 
evaluation group as well as an internal 
audit group). In the latter situation, 
the audit committee can assist execu- 
tive management in promoting nec- 
essary co-ordination among the units. 


The head of internal audit almost 
always reports to senior manage- 
ment — often to the President. 
Although no formal line relationship 
exists between internal audit and 
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the audit committee, there is a func- 
tional relationship between the two. 
This functional relationship suggests 
that internal audit should have 
unrestricted access to the committee. 
Benefits flow to both parties: the 
audit committee is kept up to date on 
internal audit’s activities and find- 
ings and, therefore, can more easily 
“oversee” the function, as required 
by Part XII of the Financial Admin- 
istration Act. At the same time, 
access to the board through the audit 
committee contributes to maintaining 
the internal audit function’s 
independence. 


Internal audit should feel comfortable 
in the knowledge that the commit- 
tee can be approached at any time for 
advice or other help. As the 
“overseer” of internal audit, the com- 
mittee should be able to help resolve 
differences of opinion (for example, 
on the scope or approach of an 


audit) between that function and man- 


agement. The audit committee can 
also support internal audit by help- 
ing to ensure that it has the quantity 
and quality of staff and other 
resources it needs to do its job well. 


Initiating Internal Audits. The Finan- 
cial Administration Act makes it 
mandatory for internal audits 

to be carried out in parent Crown 
corporations and in wholly-owned 
subsidiaries, unless the Governor in 
Council is of the opinion that the 
cost of such audits would outweigh 
the benefits. In Crown corporations 
where no internal audit function now 
exists, the audit committee should 
ask management to determine the 
options open to the corporation and 
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to report to the audit committee. 

This would include assessing the costs 
and benefits of developing an in-house 
capability, contracting out, or some 
combination of the two. One possi- 
bility is that such an assessment may 
lead to a request to Governor in 
Council to waive the requirement for 
internal audits in the corporation 

or its wholly-owned subsidiaries. 


The audit committee should review 
the findings of such a study and 
make recommendations to the board 
of directors. 


Working with the Internal Audit Group. 
Part XII of the Financial Admin- 
istration Act requires that audit com- 
mittees oversee the internal audits 
carried out in Crown corporations. 
The word “oversee” allows commit- 
tees flexibility in their relationship 
with the internal audit function. 
However, it 1s likely that the board of 
directors and its audit committee 

will want to ensure that there is a 
healthy internal audit function in 

the corporation and that it operates 
freely, without interfering unduly in 
the relationship between management 
and internal audit. Accordingly, some 
areas in which audit committees 
might become productively involved 
in Overseeing internal audit’s work 
include: 


® reviewing internal audit’s mandate; 


® assessing internal audit’s 
capabilities; 


® reviewing internal audit’s reporting 
relationships; 


® reviewing audit plans; 


® reviewing and discussing internal 
audit reports; 


e following up on the implementa- 
tion of recommendations; and 


® ensuring co-ordination among 
internal audits, annual external audits 
and special examinations. 


Reviewing internal audit’s mandate. 
The committee should examine the 
internal audit mandate and assess 

its appropriateness in light of the char- 
acteristics of the corporation and 

the requirements of Part XII of the 
Financial Administration Act. 


Assessing internal audit’s capabilities. 
The audit committee should satisfy 
itself that sufficient resources are 
allocated to internal audit. The com- 
mittee should also determine that 
internal audit staff has the experience, 
training and approaches needed to 
meet the terms of the mandate, and 
that it maintains independence and 
objectivity in its work. 


Reviewing internal audit’s reporting 
relationships. The committee should 
assess whether reporting to the Chief 
Executive Officer would be appro- 
priate, or whether internal audit 
might best report to another senior 
executive officer who reports directly 
to the Chief Executive Officer. In 
general, the more senior the level 

to which internal audit reports, the 
greater is its real or perceived inde- 
pendence. The audit committee, as 
part of exploring possible reporting 
relationships for internal audit, should 
also ensure that internal audit has 
ready access to the committee. 


Reviewing audit plans. After internal 
audit plans have been reviewed by 
management, the audit committee 
should review them to satisfy itself 
that the planned audit work will 


meet the unique needs of the corpora- 
tion, will produce the most benefits 
for the costs involved and will fulfil 
the legal requirements of the Finan- 
cial Administration Act. The com- 
mittee should examine the plan to 
make certain that internal audit has 
allocated enough effort to reviewing 
areas of greatest risk and exposure. 


In effect, the audit committee should 
engage the internal audit staff in a 
challenge of their audit plan, and 
after the review, should formally agree 
to the plan. The agreement should 
specify key milestones and dates when 
findings will be reported to the 

audit committee. It follows that any 
subsequent changes to the internal 
audit plans should be cleared with the 
audit committee. 


Reviewing and discussing internal 
audit reports. Most audit committee 
members cannot be expected to 
have the time to review fully the 
detailed reports of all internal audit 
projects. Therefore, the audit com- 
mittee should request that summary 
reports be provided, focused on the 
key findings, conclusions and recom- 
mendations of the internal audit 
work. 


When an audit committee reviews 
internal audit reports, its primary goal 
is to determine whether internal 

audit has satisfied the objectives set 
out in the audit plan. The audit 
committee should be sensitive to 
identified weaknesses that can be 
addressed before more serious prob- 
lems result. The review should con- 
sider the recommendations made by 


internal audit to deal with identi- 
fied weaknesses, as well as the possi- 
ble need for additional audit work 
by internal auditors, the external 
auditor or the examiner of the 
corporation. 


Whether or not reports bring to light 
major deficiencies, the audit com- 
mittee should satisfy itself that inter- 
nal audit received the information 
and co-operation it needed from man- 
agement and staff when carrying 

out its examination. If internal audit 
was obstructed or hindered in any 
way from getting at, or reporting, the 
facts, the audit committee should 
consider the appropriateness of meet- 
ing with senior management and/or 
the board of directors to bring the 
matter to their attention. 


Following up on the implementation 
of recommendations. As part of 
reviewing the internal audit plan, the 
committee should determine that it 
calls for a follow-up to assess man- 
agement’s response to previously 
reported weaknesses and to any 
recommendations. When reviewing 
results of the internal audit, the audit 
committee should inquire about pro- 
gress in implementing any previous 
recommendations. If important rec- 
ommendations have not been acted 
on, the audit committee would nor- 
mally make inquiries of senior 
management to find out why. 


Ensuring co-ordination of internal 
audits with annual external audits and 
special examinations. Internal and 
external audit and special examina- 
tion work should complement each 
other. In particular, the Financial 
Administration Act calls for annual 


external audits and special examina- 
tions to place as much reliance as is 
practicable on the work of internal 
audit. Audit committees, therefore, 
should be concerned with the inte- 
gration and co-ordination of all audit 
efforts to ensure that audit costs 

are controlled, that disruptions to 
operations and time demands on cor- 
porate officials are minimized, and 
that no areas of significant audit 
concern are overlooked. 


The plans for internal audits, annual 
audits and special examinations likely 
provide the best mechanisms to 
achieve the necessary co-ordination. 
The audit committee will have to 
review the plans from a common per- 
spective, based on a clear understand- 
ing of the requirements of the Finan- 
cial Administration Act and the 
unique characteristics of the 
corporation. 


The Audit Committee 
and the Annual Audit 


The Financial Administration Act 
stipulates the auditing and reporting 
responsibilities of the external 
auditor and sets out the audit com- 
mittee’s responsibilities for reviewing 
the financial statements that the 
corporation proposes to present in its 
annual report, for reviewing the 
annual auditor’s report, and for advis- 
ing the board of directors with respect 
to these matters. 
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The audit committee’s responsibilities 
in relation to annual audit suggest 
involvement in: 


® appointment of auditors; 
e reviewing the audit plan; and 


e reviewing financial statements 
and auditors reports. 


Appointment of auditors. On and after 
| January 1989, the Auditor Gen- 

eral of Canada will be appointed as 
sole or joint auditor of each parent 
Crown corporation named in Part | of 
Schedule C to the Financial Admin- 
istration Act unless he waives the 
requirement to be so appointed. In 
corporations where the Auditor Gen- 
eral is not the sole statutory auditor, 
the audit committee should partici- 
pate in the selection or re-appoint- 
ment of an auditor. 


As part of the process of appointing 
an auditor in a parent corporation, 
the minister consults the board of 
directors before the Governor in 
Council makes the appointment. In 
effect, the board of directors may 
recommend an auditor for appoint- 
ment. It would seem appropriate for 
the board of directors to assign 
responsibility to the audit committee 
for recommending a suitably quali- 
fied auditor on the board’s behalf. 
Where an auditor is appointed to a 
subsidiary corporation, the board of 
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the parent corporation (rather than 
the Governor in Council) makes the 
appointment, and the minister is 
not legally required to be involved. 
Again, the audit committee may be 
assigned the responsibility for for- 
mulating recommendations for this 
purpose. 


Under the Financial Administration 
Act, the Governor in Council may 
make regulations or issue guide- 
lines with respect to criteria to be 
applied in selecting an auditor. The 
audit committee should be familiar 
with any regulations or guidelines 
that may be issued in this respect. 


Reviewing the audit plan. The audit 
committee should review the plan 

for the annual audit by assessing the 
reasonableness of the audit scope 

and plan and determining whether the 
corporation is receiving good value 
for the money it spends (or the costs it 
incurs) on the annual audit. In this 
regard, it may be noted that the audi- 
tors must do enough audit work to 
satisfy generally accepted auditing 
standards as required by the Canadian 
Institute of Chartered Accountants 
(CICA). However, the committee 
should be aware that there are many 
areas where the auditor can exer- 

cise judgement as to how the stand- 
ards can be applied. 


The committee should assess the 
degree of assurance that the board of 
directors will be able to take from 
the auditor's work. Accordingly, the 
committee should satisfy itself that 
the audit scope will not be restricted 
in any way and that key areas of 
interest to the board (such as those 


where risk and exposure are greatest, 
or where problems are known to 
exist) are adequately covered. 


When reviewing the plans for the 
annual audit, the audit committee 
should determine that the external 
auditor has considered internal audit’s 
work in planning the work required to 
discharge his or her responsibilities. 
Although the external auditor is 
required to rely on the work of inter- 
nal audit to the extent practicable, 

it is likely that the external auditor 
will still need to do work in all 

critical audit areas. Nevertheless, the 
audit committee should assure itself 
that the external auditors do not 
spend an unwarranted amount of 
time on work that internal audit 

has already done adequately. 


Reviewing financial statements and 
auditors’ reports. The audit commit- 
tee is required to review, and advise 
the board of directors with regard to, 
the corporation’s annual financial 
statements and the auditor’s report. 
This responsibility reflects a basic 
accountability expectation that direc- 
tors of a Crown corporation will 
satisfy themselves that their corpora- 
tion provides a full and fair account- 
ing to the government and to Par- 
liament. To meet this expectation 
fully, the audit committee would nor- 


mally advise the board of directors 
regarding all accountability reports, 
including the corporation’s annual 
report and any quantitative informa- 
tion included therein. 


The external auditor will have 
reviewed each of these documents 
and will have examined the systems 
and procedures used to develop the 
information they contain. 


Accordingly, discussion with the 
external auditor should be the starting 
point for the committee’s review of 
accountability reports and should also 
provide useful insights into the 
strengths and weaknesses of various 
internal control and information 
systems. 


The audit committee’s review of 
financial statements and other 
accountability information should 
address not only whether current prac- 
tice meets minimum requirements but 
also whether there are opportuni- 

ties for improvement. For example, 
preparing financial statements in 
accordance with generally accepted 
accounting principles involves the 
selection of certain practices from a 
wide range of acceptable alternatives. 
The financial statements may vary in 
format and level of detail and, typ- 
ically, will include extensive notes of 
varying complexity. Even more flexi- 
bility and variability exists with 
respect to the selection, basis of 
calculation and presentation of other 
information in annual reports. 


The audit committee should seek 
the auditor’s views on opportunities to 


improve the quality of accountabil- 
ity reports, inquire into alternative 
treatments that may have been con- 
sidered but rejected, and review 
instances where the auditor’s advice 
on accounting or disclosure matters 
has not been followed. 


In reviewing the auditor’s report, the 
audit committee should bear in mind 
that the Financial Administration Act 
requires the auditor to avoid 
expressing any opinions on the merits 
of matters of policy. Matters of 
policy would include the purpose for 
which the corporation is incor- 
porated, its objectives and any busi- 
ness or policy decisions of the cor- 
poration or the government. 


Problems encountered in the audit 
should be of direct interest to the 
audit committee. Such problems 
might include specific accounting, 
authorities or disclosure issues, or 
difficulties encountered by the auditor 
involving management or staff. For 
example, the committee might ask the 
auditors whether they received all 

the information they required and 
obtained necessary co-operation from 
corporate management and staff, 
including internal audit. The commit- 
tee should also determine how man- 
agement proposes to respond to any 
weaknesses revealed by the audit. 


The external auditor is not required 
to report explicitly on the extent of 
reliance on the work of the corpora- 
tion’s internal audit function. How- 
ever, the audit committee should 
explore situations in which the exter- 
nal auditor has not been able to 

rely on internal audit work. Differing 


objectives, priorities, emphases or 
timing may all reduce the extent of 
reliance that is practical — without 
reflecting adversely on either auditor. 
However, non-reliance may also be 

a symptom of deficiencies in the plan- 
ning, co-ordination or execution of 
internal or external audit work. The 
audit committee’s responsibility for 
overseeing internal audit gives it a 
direct interest in determining whether 
or not problems exist and in seeing 
that problems are resolved. 


The Audit Committee 
and the Special Examination 


The Financial Administration Act 
stipulates that parent Crown corpora- 
tions and their wholly-owned subsid- 
iaries shall undergo “special examina- 
tions” at least once every five years. 
Specifically, the examiner expresses 
an opinion on whether there is reason- 
able assurance that there are no 
significant deficiencies in the manage- 
ment systems and practices examined. 
As well, the examiner must report on 
the extent of reliance on the work 

of internal audit. 


The legislation defines or implies cer- 
tain elements of the working relation- 
ship between the audit committee 
and those who conduct special exam- 
inations. This relationship involves: 


® appointing an examiner; 


@ reviewing plans for the special exam- 
ination; and 


® reviewing the results. 
Appointing an examiner. The exter- 


nal auditor of the corporation would 
normally be expected to conduct 
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the special examination. However, 
there is provision for another auditor 
qualified to do the work to be 
appointed as examiner by the Gover- 
nor in Council. There are advan- 
tages to having the external auditors 
carry out both the annual audit and 
the special examination. They will 
normally know a great deal about 
the organization because of their 
previous experience in auditing the 
corporation. This knowledge reduces 
the time required to become familiar 
with the organization. Nevertheless, 
flexibility is provided in the law, as 
some auditors may be well quali- 
fied to provide the annual audit serv- 
ices required, but may lack the 

skills and experience necessary for a 
special examination. 


Where an auditor other than the 
external auditor is to be appointed as 
the examiner, the minister will con- 
sult with the board of directors of a 
parent Crown corporation concern- 
ing an appropriate choice. In the case 
of wholly-owned subsidiaries that 

are being examined separately, the 
parent’s board will consult with the 
board of the subsidiary on the choice 
of auditors to conduct the special 
examination. In both situations the 
audit committees should be involved 
in the selection process and should 
make recommendations to the 
board. 


The audit committee should be satis- 
fied that the auditors appointed to 
conduct the special examination have 
the knowledge and expertise required 
to complete the work. The audit com- 
mittee should ensure that there is an 
appropriate mix of expertise among 
the members assigned to the special 
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examination team. As a general 

rule, the audit committee should be 
satisfied that whoever carries Out 

the special examination will marshall 
the multi-disciplinary team needed 

to assess competently and objectively 
the corporation’s systems and prac- 
tices for managing and using its 
resources. 


Reviewing plans for the special exam- 
ination. The audit committee’s 
involvement in the planning phase of 
the special examination is essential. 
The examiner is required to submit a 
plan for the examination to the 

audit committee before the detailed 
examination begins. Based on a 
preliminary survey of the systems and 
practices to be examined, the plan 
will deal with such matters as the 
scope and objectives of the examina- 
tion, its timing, the methods and 
approaches to be used and the criteria 
to be applied. In addition, the plan 
will review issues relating to 
co-ordination with, and reliance on, 
internal audit. 


Both the committee and the exam- 
iner should agree on the plan and 
criteria before the examination starts. 
Any disagreements at this stage 
should be resolved, if necessary, by 
recourse to the appropriate minis- 

ter in the case of a parent corpora- 
tion, or to the board of directors of 
the parent corporation in the case 

of a wholly-owned subsidiary. 


An audit committee’s review of 
Special examination plans would 
include consideration of such issues 
ass 


¢ the appropriate timing for the 
examination; 


e the advantages and disadvantages 
of carrying out the examination over 
a number of years, as distinct, from 
undertaking and reporting a more 
intensive effort once every five years; 


e the appropriate scope for the exam- 
ination, in terms of the systems and 
practices to be examined; 


@ the cost of the examination in rela- 
tion to the scope and approach 
proposed; 


e the relevance of proposed criteria; 


e the co-ordination of planned special 
examination work, internal audits 
and annual external audits; 


e the qualifications of the proposed 
personnel and the suitability of 
approaches that will be used in carry- 
ing out the work; and 


e the administrative arrangements for 
the examination, including agreement 
on milestones (e.g., progress reports 
at specified intervals while the exam- 
ination is in progress, or at important 
decision points), the nature of mate- 
rials to be submitted to the com- 
mittee, communication and consulta- 
tion procedures to be observed, 

and so on. 


As noted earlier, special examinations 
are carried out at least once every 
five years. However, the Governor in 
Council, the appropriate minister 

or the board of directors may require 
that they be carried out more fre- 
quently. Because the audit committee 
monitors the results of all audit 
activities in the corporation, it should 


be in a position to recommend the 
need for any additional special exami- 
nations to the board. 


Reviewing the results. The audit 
committee should review and advise 
the board of directors on the find- 
ings of a special examination. In con- 
ducting a review, the audit committee 
should discuss findings with the 
examiner and with representatives of 
management. The review should 
focus on such matters as: 


e the reasonableness of the findings 
in light of the scope of the examina- 
tion, the criteria employed and the 
evidence on which the findings are 
based; 


e the basis used by the examiner to 
judge the significance of deficiencies; 


e the requirement that examiners 
not express any opinions on the merits 
of matters of policy; 


e the feasibility of implementing 
recommendations; and 


e the responses by management, 
including any action plans for dealing 
with identified problems. 


As in the case of annual audits, the 
committee should fully probe any 
difficulties encountered in carrying 
out the special examination, such 

as lack of co-operation by corporation 
staff or difficulties in obtaining nec- 
essary information. In addition, any 
problems encountered in relying on 
internal audit should be explored. In 
all these areas, the audit committee 
or the board of directors should 
request management to take whatever 
corrective action is appropriate. 


The examiner is required to consult 
with the board of directors before 


reporting any information either to 
the minister or to Parliament.* The 
audit committee, therefore, should 
be particularly concerned with pro- 
viding sound advice to the board in 
this regard. It can do this on the 
basis of a thorough review of the 
issues with the examiners and man- 
agement to satisfy itself that the find- 
ings are indeed significant, are well 
founded and are presented in a fair 
and balanced manner. 


Finally, on behalf of the board of 
directors, the audit committee might 
review the advantages and disadvan- 
tages of releasing the findings of spe- 
cial examinations to the corporation’s 
staff or the public. Even if the report 
details certain weaknesses, there 

may be advantages to releasing it. For 
example, releasing the report 

could: 


e help ensure that employees are 
aware of and feel involved in corpo- 
rate developments; 


e demonstrate a sense of public 
responsibility; and 


e help ensure that the information 
is released through appropriate 
channels. 


Alternatively, there may be factors, 
such as a potential for commercial 
disadvantage, that might militate 
against a wide distribution of the 
report. 


*For parent corporations named in Part I of 
Schedule C (and their wholly-owned subsid- 
iaries), information from special examinations 
may be brought to the attention of the 
minister or Parliament if, in the opinion of the 
examiner, such reporting is warranted. 


Organizing the Audit Committee’s Business 


The Committee’s Workload 


The activities of the audit committee 
and the frequency of its meetings 

are Clearly a function of the specific 
duties assigned to the committee 

and the extent of audit activity within 
the corporation. In this respect, the 
amount and nature of audit activity 
(and, therefore, of the committee’s 
work) could differ markedly from year 
to year. On the one hand, for 
example, the scheduling of a special 
examination for one particular year 
can be expected to have a significant 
impact on the committee’s work- 

load during that year. On the other, 
where a special examination is car- 
ried out on a continuous basis in such 
a way that all the major systems 

and practices are examined over a 
five-year cycle, it should be possi- 

ble to smooth the workload of the 
committee accordingly. 


Once the level of audit activity for the 
forthcoming year is known and 
internal audit, annual external audit 
and special examination plans are 
established and integrated, the com- 
mittee will be in a position to sched- 


ule meetings to dovetail with known 
critical milestones. Planning the com- 
mittee’s work is essential and settling 
an annual agenda has much to recom- 
mend it. However, some flexibility is 
required to deal with events that 

even the best laid plans could not 
have anticipated. 


The major activities and milestones 
that should be considered in estab- 
lishing an annual agenda include: 


Internal Audit 


@ periodic review of mandate 
resources and reporting relationships 
® annual review of audit plans 

® periodic review of findings and 
recommendations 

® periodic review of performance 
and cost-effectiveness of the activity 


Annual Audit 


@ where appropriate, advice to the 
board on the appointment of the 
auditor 

@ review of the annual audit plan 
and attendant costs and fees 

¢ review of the financial statements, 
the quantitative information and the 
auditor’s report 


e review of the auditor's management 
letter(s) and recommendations 


Special Examinations 


e where appropriate, advice to the 
board on the appointment of an 
examiner 

e review of the special examination 
plan and agreement on criteria 

® review of special examination 
reports and recommendations 


This list is derived largely from the 
duties of the audit committee speci- 
fied in the Financial Administration 
Act. However, as noted earlier in 

the section dealing with the responsi- 
bilities of audit committees, boards of 
directors may assign additional duties 
to the committee, including, for 
example: 


® reviewing any accountability-related 
information released by the 
corporation; 


® initiating or overseeing special 
investigations into such matters as 
conflicts of interest and executive 
expenses; and 


e monitoring adherence to the cor- 
poration’s code of conduct. 


It is clear that the duties assigned to 
Crown corporation audit commit- 
tees by the Financial Administration 
Act have significant workload impli- 
cations. In these circumstances, the 
board of directors should consider 
carefully the consequences of asking 
the audit committee to assume any 
additional duties. Nevertheless, if such 
extra duties are assigned, they too 
would have to be considered in plan- 
ning and scheduling the committee’s 
work. 


There is considerable flexibility in the 
workload of an audit committee; it 
depends on factors such as the duties 
assigned to it, the corporate envi- 
ronment in which it operates, the pro- 
cedures adopted to discharge its 
responsibilities, and so on. Accord- 
ingly, there is no hard and fast answer 
to how many times the committee 
should meet each year and, in prac- 
tice, this will vary from corporation to 
corporation as well as from year to 
year within a corporation. However, 
obvious times for the audit commit- 
tee to meet would be just before or 
just after regularly scheduled meet- 
ings of the board of directors. 


The Committee’s Efficiency 


In view of the heavy workload for 
audit committees in Crown corpora- 
tions, it will be important to pay atten- 
tion to a number of factors which, 

in practice, appear to influence the 
efficiency and effectiveness of an 
audit committee. 


Size. The legislation requires that the 
audit committee should have at 

least three members, but it gives no 
upper limit. In the private sector, it 
has been found that a committee com- 


prising three to five members seems 
to work best. With more members the 
committee may become unwieldy 
and its deliberations more time- 
consuming. 


Rotating membership. Rotating the 
committee’s membership can be 
used to strike an appropriate balance 
between introducing new perspec- 
tives and ideas and maintaining some 
continuity to benefit from acquired 
experience. 


Officer members. The legislation does 
not prohibit an officer of a Crown 
corporation from sitting on the audit 
committee. It requires only that the 
majority of the members be neither 
officers nor employees of the corpora- 
tion or any of its affiliates. Current 
practice in the private sector favours 
the appointment of only “outside” 
directors as a means of encouraging 
the committee’s independence. 


Qualifications of members. Whoever 
the members are, they should have an 
understanding of the corporation’s 
public accountability; have sufficient 
knowledge of the corporation’s busi- 
ness and environment to identify 
potential problems; have an inquiring 
mind and the ability to pose prob- 
ing questions; and be determined to 
obtain satisfactory answers to ques- 
tions. It is not necessary for each 
member to have a strong financial 

or accounting background, although 
at least one member with such a 


background would be a definite asset. 
Finally, members should be able to 
devote the required time to the com- 
mittee’s work. 


Preparation for meetings. Members 
should be well prepared for each 
meeting. This requires that, well in 
advance of the meeting, they should 
have an agenda for the meeting, the 
minutes of the previous meeting, 
briefing papers and other related 
materials. 


Staff support. Committees should 
have adequate staff support to ensure 
that administrative functions are 
performed efficiently and on time. 
Such functions include, for example, 
issuing agendas, giving notification of 
meetings, preparing and distribut- 

ing minutes and co-ordinating the 
committee’s work with that of the 
board. Normally, the committee’s 
administrative work is undertaken by 
the office of the secretary of the 
corporation under the direction of the 
chairperson of the committee. Alter- 
natively, it might be possible to secure 
the necessary support from internal 
audit or similar corporate functions. 
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For further information, contact: 


Crown Corporations Group 
Office of the Auditor General of 
Canada 

240 Sparks Street 

Ottawa, Ontario 

K1A 0G6 


Telephone (613) 995-3766 
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American Institute of Certified Public 


Accountants. “Audit Committees: 
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their Organization and Operations.” 
News vork:, 1978: 


Canadian Comprehensive Auditing 
Foundation. “Auditing in Federal 
Crown Corporations: A Director’s 
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cial Examination Provisions of the 
Financial Administration Act (as 


amended by Bill C-24).” Ottawa 1984. 


Canadian Institute of Chartered 
Accountants. “Audit Committees — 
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Corporate Directors. “Second Conf- 
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Appendix 2: Extracts from the Financial Administration Act. 


Books and 
systems 


Idem 


Financial Management 


138. (1) Each parent Crown corpo- 
ration shall cause 

(a) books of account and records in 
relation thereto to be kept, and 

(b) financial and management control 
and information systems and manage- 
ment practices to be maintained, 


in respect of itself and each of its wholly- 
owned subsidiaries, if any. 


(2) The books, records, systems and 
practices referred to in subsection (1) 
shall be kept and maintained in such 
manner as will provide reasonable assu- 
rance that 

(a) the assets of the corporation and 
each subsidiary are safeguarded and 
controlled; 

(b) the transactions of the corporation 
and each subsidiary are in accordance 
with this Part, the regulations, the char- 
ter and by-laws of the corporation or sub- 
sidiary and any directive given to the cor- 
poration; and 


Internal audit 


Financial 
statements 


Form of 
financial 
statements 


(c) the financial, human and physical 
resources of the corporation and each 
subsidiary are managed economically 
and efficiently and the operations of the 
corporation and each subsidiary are car- 
ried out effectively. 


(3) Each parent Crown corporation 
shall cause internal audits to be conducted, 
in respect of itself and each of its wholly- 
owned subsidiaries, if any, to assess comp- 
liance with subsections (1) and (2), unless 
the Governor in Council is of the opin- 
ion that the cost of such audits is not 
justified by the benefits to be derived 
therefrom. 


(4) Each parent Crown corporation 
shall cause financial statements to be 
prepared annually, in respect of itself 
and its wholly-owned subsidiaries, if 
any, in accordance with generally 
accepted accounting principles as sup- 
plemented or augmented by regulations 
made pursuant to subsection (6). 


(5) The financial statements of a par- 
ent Crown corporation and of a wholly- 
owned subsidiary shall be prepared in a 
form that clearly sets out information 
according to the major businesses or ac- 
tivities of the corporation or subsidiary. 
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Regulations 


Annual 
auditor’s report 


Contents 


(6) The Treasury Board may, for the 
purposes of subsection (4), make regula- 
tions respecting financial statements 
either generally or in respect of any 
specified parent Crown corporation or 
any parent Crown corporation of a spec- 
ified class, but such regulations shall, in 
respect of the preparation of financial 
statements, only supplement or augment 
generally accepted accounting princi- 
ples. 


Auditor’s Reports 


139. (1) Each parent Crown corpora- 
tion shall cause an annual auditor’s 
report to be prepared, in respect of itself 
and its wholly-owned subsidiaries, if any, 
in accordance with the regulations, on 


(a) the financial statements referred to 
in section 138; and 


(b) any quantitative information 
required to be audited pursuant to sub- 
section (5). 


(2) A report under subsection (1) shall 
be addressed to the appropriate Minister 
and shall 


(a) include separate statements, 
whether in the auditor’s opinion, 

(i) the financial statements are pre- 
sented fairly in accordance with gen- 
erally accepted accounting principles 
applied on a basis consistent with that of 
the preceding year, 

(ii) the quantitative information is 
accurate in all material respects and, if 
applicable, was prepared on a basis con- 
sistent with that of the preceding year, 
and 

(iil) the transactions of the corpora- 
tion and of each subsidiary that have 
come to his notice in the course of his ex- 
amination for the report were in accord- 
ance with this Part, the regulations, the 
charter and by-laws of the corporation or 
subsidiary and any directive given to the 
corporation; and 


Regulations 
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reports 


Audit of 
quantitative 
information 


Other reports 


Examination 
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(b) call attention to any other matter 
falling within the scope of his exam- 
ination for the report that, in his opin- 
ion, should be brought to the attention 
of Parliament. 


(3) The Treasury Board may make 
regulations prescribing the form and 
manner in which the report referred to 
in subsection (1) is to be prepared. 


(4) Notwithstanding any other provi- 
sion of this Part, the auditor of a parent 
Crown corporation may prepare separate 
annual auditor’s reports on the state- 
ments referred to in paragraph 139(1) (a) 
and on the information referred to in 
paragraph 139(1)(5) if, in his opinion, 
separate reports would be more 
appropriate. 


(5) The Treasury Board may require 
that any quantitative information 
required to be included in a parent 
Crown corporation’s annual report pur- 
suant to subsection 152(3) be audited. 


(6) The auditor of a parent Crown 
corporation shall prepare such other re- 
ports respecting the corporation or any 
wholly-owned subsidiary of the corpora- 
tion as the Governor in Council may re- 
quire. 

(7) An auditor shall make such exam- 
ination as he considers necessary to en- 
able him to prepare a report under sub- 
section (1) or (6). 


(8) An auditor shall, to the extent 
he considers practicable, rely on any 
internal audit of the corporation being 
audited that is conducted pursuant to 
subsection 138(3). 


Errors and 
omissions 


Idem 


Correction 
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auditor 


140. (1) A director or officer of a 
Crown corporation shall forthwith notify 
the auditor and the audit committee of 
the corporation, if any, of any error or 
omission of which the director or officer 
becomes aware in a financial statement 
that the auditor or a former auditor has 
reported on or in a report prepared by 
the auditor or a former auditor pursuant 
to section 139. 


(2) Where an auditor or former audi- 
tor of a Crown corporation is notified or 
becomes aware of any error or omission 
in a financial statement that the auditor 
or former auditor has reported on or ina 
report prepared by the auditor or former 
auditor pursuant to section 139, he shall 
forthwith notify each director of the cor- 
poration of the error or omission if he is 
of the opinion that the error or omission 
is material. 


(3) Where an auditor or former audi- 
tor of a Crown corporation notifies the 
directors of an error or omission in a 
financial statement or report pursuant to 
subsection (2), the corporation shall pre- 
pare a revised financial statement or the 
auditor or former auditor shall issue a 
correction to the report, as the case may 
be, and a copy thereof shall be given to 
the appropriate Minister. 


Auditors 


141. (1) The auditor of a parent 
Crown corporation shall be appointed 
annually by the Governor in Council, 
after the appropriate Minister has con- 
sulted the board of directors of the cor- 
poration, and may be removed at any 
time by the Governor in Council, after 
the appropriate Minister has consulted 
the board. 


Auditor 
General 


Idem 


Exception 
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Re-appoint- 
ment 


(2) On and after January 1, 1989, the 
Auditor General of Canada shall be 
appointed by the Governor in Council as 
the auditor, or a joint auditor, of each 
parent Crown corporation named in Part 
I of Schedule C, unless the Auditor Gen- 
eral waives the requirement that he be 
so appointed. 


(3) Subsections (1) and (2) do not ap- 
ply in respect of any parent Crown cor- 
poration the auditor of which is specified 
by any other Act of Parliament to be the 
Auditor General of Canada, but the Au- 
ditor General is eligible to be appointed 
the auditor, or a joint auditor, of a par- 
ent Crown corporation pursuant to sub- 
section (1) and subsections (8) to (10) do 
not apply to him. 


(4) Notwithstanding subsection (1), 
where the report referred to in subsec- 
tion 139(1) is to be prepared in respect of 
a wholly-owned subsidiary separately, 
the board of directors of the parent 
Crown corporation that wholly owns the 
subsidiary shall, after consultation with 
the board of directors of the subsidiary, 
appoint the auditor of the subsidiary, 
and subsections (6) and (8) to (11) and 
section 142 apply in respect of such au- 
ditor as though the references therein to 
a parent Crown corporation were ref- 
erences to the subsidiary. 


(5) The Governor in Council may 
make regulations prescribing the cri- 
teria to be applied in selecting an auditor 
for appointment pursuant to subsection 
(1) or (4). 


(6) An auditor of a parent Crown cor- 
poration is eligible for re-appointment 
on the expiration of his appointment. 
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(7) Notwithstanding subsection (1), if 
an auditor of a parent Crown corpora- 
tion is not appointed to take office on 
the expiration of the appointment of an 
incumbent auditor, the incumbent audi- 
tor continues in office until his succes- 
sor 1S appointed. 


(8) A person is disqualified from being 
appointed or re-appointed or continuing 
as an auditor of a parent Crown corpora- 
tion if he is not independent of the 
corporation, any of its affiliates, or the 
directors or officers of the corporation 
or any of its affiliates. 


(9) For the purposes of this section, 


(a) independence is a question of fact; 
and 


(b) a person 1s deemed not to be 

independent if he or any of his busi- 

ness partners 
(i) is a business partner, director, 
officer or employee of the parent 
Crown corporation or any of its af- 
filiates, or a business partner of any 
director, officer or employee of the 
corporation or any of its affiliates, 
(ii) beneficially owns or controls, 
directly or indirectly through a trus- 
tee, legal representative, agent or 
other intermediary, a material inter- 
est in the shares or debt of the par- 
ent Crown corporation or any of its 
affiliates, or 
(iii) has been a receiver, receiver- 
manager, liquidator or trustee in 
bankruptcy of the parent Crown 
corporation or any of its affiliates 
within two years of his proposed 
appointment as auditor of the cor- 
poration. 


(10) An auditor of a parent Crown 
corporation who becomes disqualified 
under this section shall resign forthwith 
after becoming aware of his disqualifi- 
cation. 
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(11) Nothing in this section shall be 
construed as empowering the appoint- 
ment, re-appointment or continuation in 
office as an auditor of a parent Crown 
corporation of any person who does not 
meet any qualifications for such appoint- 
ment, re-appointment or continuation 
established by any other Act of Par- 
lament. 


142. A resignation of an auditor of a 
parent Crown corporation becomes ef- 
fective at the time the corporation re- 
ceives a written resignation from him or 
at the time specified in the resignation, 
whichever is later. 


Special Examination 


143. (1) Each parent Crown corpora- 
tion shall cause a special examination to 
be carried out, in respect of itself and its 
wholly-owned subsidiaries, if any, to de- 
termine if the systems and practices re- 
ferred to in paragraph 138(1)(b) were, in 
the period under examination, main- 
tained in a manner that provided reason- 
able assurance that 


(a) the assets of the corporation and 
each subsidiary were safeguarded and 
controlled; and 


(b) the financial, human and physical 
resources of the corporation and each 
subsidiary were managed economical- 
ly and efficiently and the operations of 
the corporation and each subsidiary 
were carried out effectively. 


(2) A special examination shall be car- 
ried out at least once every five years 
and at such additional times as the 
Governor in Council, the appropriate 
Minister or the board of directors of the 
corporation to be examined may require. 
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(3) Before an examiner commences a 
special examination, he shall survey the 
systems and practices of the corpo- 
ration to be examined and submit a plan 
for the examination, including a state- 
ment of the criteria to be applied in the 
examination, to the audit committee of 
the corporation, or if there is no audit 
committee, to the board of directors 
of the corporation. 


Special report 
to appropriate 
Minister 


(4) Any disagreement between the Idem 
examiner and the audit committee or 
board of directors of a corporation over 
a plan referred to in subsection (3) may 
be resolved 

(a) in the case of a parent Crown cor- 

poration, by the appropriate Minister; 

and 

(b) in the case of a wholly-owned sub- 

sidiary, by the parent Crown corpora- 

tion that wholly owns the subsidiary. 

(5) An examiner shall, to the extent 
he considers practicable, rely on any in- 
ternal audit of the corporation being ex- 
amined conducted pursuant to subsec- 
tion 138(3). 

(6) An examiner shall, on completion 
of the special examination, submit a 
report on his findings to the board of 
directors of the corporation examined. 


Special report 
to Parliament 


(7) The report of an examiner under 
subsection (6) shall include 

(a) astatement, whether in the exam- 

iner’s opinion, with respect to the cri- 

teria established pursuant to subsec- 

tion (3), there is reasonable assurance 

that there are no significant deficien- 

cies in the systems and practices 

examined; and 

(b) a statement of the extent to which 
the examiner relied on internal audits. 


(8) Where the examiner of a parent 
Crown corporation named in Part I of 
Schedule C is of the opinion that his re- 
port under subsection (6) contains infor- 
mation that should be brought to the 
attention of the appropriate Minister, he 
shall, after consultation with the board 
of directors of the corporation, report 
that information to the Minister and fur- 
nish a copy of the report to the board. 


(9) Where the examiner of a wholly- 
owned subsidiary of a parent Crown cor- 
poration named in Part I of Schedule C 
is of the opinion that his report under 
subsection (6) contains information that 
should be brought to the attention of the 
appropriate Minister, he shall, after con- 
sultation with the boards of directors 
of the subsidiary and corporation, report 
that information to the Minister and fur- 
nish copies of the report to the boards. 


(10) Where the examiner of a parent 
Crown corporation named in Part I of 
Schedule C is of the opinion that his re- 
port under subsection (6) contains in- 
formation that should be brought to the 
attention of Parliament, he shall, after 
consultation with the appropriate 
Minister and the board of directors of 
the corporation, prepare a report there- 
on for inclusion in the next annual 
report of the corporation and furnish 
copies of the report to the board, the 
appropriate Minister and the Auditor 
General of Canada. 
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Idem 
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Idem 


Exception 


(11) Where the examiner of a wholly- 
owned subsidiary of a parent Crown cor- 
poration named in Part I of Schedule C 
is of the opinion that his report under 
subsection (6) contains information that 
should be brought to the attention of 
Parliament, he shall, after consultation 
with the appropriate Minister and the 
boards of directors of the subsidiary 
and corporation, prepare a report 
thereon for inclusion in the next annual 
report of the corporation and furnish 
copies of the report to the boards, the 
appropriate Minister and the Auditor 
General of Canada. 


144. (1) Subject to subsections (2) 
and (3), the auditor of a parent Crown 
corporation shall carry out a special 
examination. 


(2) Where, in the opinion of the 
Governor in Council, a person other 
than the auditor of a parent Crown 
corporation should carry out a special 
examination, he may, after the 
appropriate Minister has consulted the 
board of directors of the corporation, 
appoint an auditor who is qualified for 
the purpose to carry out the examination 
in lieu of the auditor of the corporation 
and may, after the appropriate Minister 
has consulted the board, remove that 
qualified auditor at any time. 


(3) Where a special examination is to 
be carried out in respect of a wholly- 
owned subsidiary separately, the board 
of directors of the parent Crown corpo- 
ration that wholly owns the sub- 
sidiary shall, after consultation with the 
board of directors of the subsidiary, 
appoint the qualified auditor who is to 
carry out the special examination. 
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(4) Subject to subsection (5), subsec- 
tions 141(8) to (10) and section 142 apply 
in respect of an examiner as though the 
references therein to an auditor were ref- 
erences to an examiner. 


(5) The Auditor General of Canada is 
eligible to be appointed an examiner and 
subsections 141(8) to (10) do not apply to 
him in respect of such an appointment. 


Consultation with Auditor General 


145. The auditor or examiner of a 
Crown corporation may at any time 
consult the Auditor General of Canada 
on any matter relating to his audit 
or special examination and shall con- 
sult the Auditor General with respect to 
any matter that, in the opinion of the au- 
ditor or examiner, should be brought to 
the attention of Parliament pursuant to 
paragraph 139(2) (b) or subsection 143 
(10) or (11). 


Right to Information 


146. (1) On the demand of the au- 
ditor or examiner of a Crown corpora- 
tion, the present or former directors, 
officers, employees or agents of the cor- 
poration shall furnish such 

(a) information and explanations, and 

(b) access to records, documents, 
books, accounts and vouchers of the cor- 
poration or any of its subsidiaries 
as the auditor or examiner considers 
necessary to enable him to prepare any 
report as required by this Division and 
that the directors, officers, employees or 
agents are reasonably able to furnish. 


(2) On the demand of the auditor or 
examiner of a Crown corporation, the 
directors of the corporation shall 
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(a) obtain from the present or former 
directors, officers, employees or 
agents of any subsidiary of the cor- 
poration such information and ex- 
planations as the auditor or examiner 
considers necessary to enable him to 
prepare any report as required by this 
Division and that the present or for- 
mer directors, officers, employees or 
agents are reasonably able to furnish; 
and 


(6) furnish the information and ex- 
planations so obtained to the auditor 
or examiner. 


(3) An auditor or examiner of a 
Crown corporation may reasonably rely 
on any report of any other auditor or ex- 
aminer. 


Policy 


147. Nothing in this Part or the regu- 
lations shall be construed as authorizing 
the auditor or examiner of a Crown cor- 
poration to express any opinion on the 
merits of matters of policy, including the 
merits of 

(a) the objects or purposes for which 

the corporation is incorporated, or the 

restrictions on the businesses or activ- 
ities that it may carry on, as set out in 
its charter; 

(b) the objectives of the corporation; 

and 

(c) any business or policy decision of 

the corporation or of the Government 

of Canada. 


Qualified Privilege 


148. Any oral or written statement or 
report made under this Part or the regu- 
lations by the auditor or a former audi- 
tor, or the examiner or a former exam- 
iner, of a parent Crown corporation has 
qualified privilege. 
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149. (1) The amounts paid to an audi- 
tor or examiner of a Crown corpora- 
tion for preparing any report under 
section 139 or 143 shall be reported to 
the President of the Treasury Board. 


(2) Where the Auditor General of 
Canada is the auditor or examiner of a 
Crown corporation, the costs incurred 
by him in preparing any report under 
section 139 or 143 shall be disclosed in 
the next annual report of the Auditor 
General and be paid out of the moneys 
appropriated for his office. 


Audit Committee 


150. (1) Each parent Crown corpora- 
tion that has four or more direc- 
tors shall establish an audit committee 
composed of not less than three direc- 
tors of the corporation, the majority of 
whom are not officers or employees of 
the corporation or any of its affiliates. 


(2) In the case of a parent Crown cor- 
poration that has less than four directors, 
the board of directors of the corpora- 
tion constitutes the audit committee of 
the corporation and shall perform the 
duties and functions assigned to an audit 
committee by any provision of this Part 
and the provision shall be construed 
accordingly. 


(3) The audit committee of a parent 
Crown corporation shall 

(a) review, and advise the board of 

directors with respect to, the financial 

statements that are to be included in 

the annual report of the corporation; 


(b) oversee any internal audit of the 
corporation that is conducted pur- 
suant to subsection 138(3); 

(c) review, and advise the board of 
directors with respect to, the annual 
auditor’s report of the corporation 
referred to in subsection 139(1); 
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(d) in the case of a corporation under- 
going a special examination, review, 
and advise the board of directors with 
respect to, the plan and reports 
referred to in section 143; and 


(e) perform such other functions as 
are assigned to it by the board of 
directors or the charter or by-laws of 
the corporation. 


(4) The auditor and any examiner of a 
parent Crown corporation are entitled to 
receive notice of every meeting of the 
audit committee and, at the expense of 
the corporation, to attend and be heard 
thereat; and, if so requested by a mem- 
ber of the audit committee, the auditor 
or examiner shall attend any or every 
meeting of the committee held during 
his term of office. 


(5) The auditor or examiner of a par- 
ent Crown corporation or a member of 
the audit committee may call a meeting 
of the committee. 


(6) Where the report referred to in 
subsection 139(1) is to be prepared in 
respect of a wholly-owned subsidiary 
separately, subsections (1) to (5) apply, 
with such modifications as the circum- 
stances require, in respect of the sub- 
sidiary as though 

(a) the references therein to a parent 

Crown corporation were references to 

the subsidiary; and 


(b) the reference in paragraph (3) (a) 
to the annual report of the corpora- 
tion were a reference to the annual 
report of the parent Crown corpora- 
tion that wholly owns the subsidiary. 


Accounts, etc. 


to Treasury 
Board or 
appropriate 
Minister 


Report on 
material 
developments 


Report on 
wholly-owned 
subsidiaries 


Annual report 


Reports 


151. (1) A parent Crown corporation 
shall provide the Treasury Board or the 
appropriate Minister with such accounts, 
budgets, returns, statements, documents, 
records, books, reports or other informa- 
tion as the Board or appropriate Minister 
may require. 


(2) The chief executive officer of a 
parent Crown corporation shall, as soon 
as reasonably practicable, notify the 
appropriate Minister, the President of 
the Treasury Board and any director of 
the corporation not already aware there- 
of of any financial or other develop- 
ments that, in the chief executive offi- 
cer’s opinion, are likely to have a mate- 
rial effect on the performance of the cor- 
poration, including its wholly-owned 
subsidiaries, if any, relative to the corpo- 
ration’s objectives or on the corpora- 
tion’s requirements for funding. 


(3) Each parent Crown corporation 
shall forthwith notify the appropriate 
Minister and the President of the 
Treasury Board of the name of any 
corporation that becomes or ceases to 
be a wholly-owned subsidiary of the 
corporation. 


152. (1) Each parent Crown corpora- 
tion shall, as soon as possible, but in any 
case within three months, after the ter- 
mination of each financial year submit 
an annual report on the operations of 
the corporation in that year concurrently 
to the appropriate Minister and the 
President of the Treasury Board, and the 
appropriate Minister shall cause a copy 
of the report to be laid before each 
House of Parliament on any of the first 
fifteen days on which that House is 
sitting after he receives it. 
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(2) An annual report laid before 
Parliament pursuant to subsection (1) 
stands permanently referred to such 
committee of Parliament as may be 
designated or established to review matters 
relating to the business and activities of the 
corporation submitting the report. 


(3) The annual report of a parent 
Crown corporation shall include 


(a) the financial statements of the cor- 
poration referred to in section 138; 


(b) the annual auditor’s report 
referred to in subsection 139(1); 


(c) a statement on the extent to which 
the corporation has met its objectives 
for the financial year; 

(d) such quantitative information res- 

pecting the performance of the corpo- 

ration, including its wholly-owned sub- 
sidiaries, if any, relative to the corpo- 
ration’s objectives as the Treasury 

Board may require to be included 

therein; and 

(e) such other information as is 

required by this or any other Act of 

Parliament, or by the appropriate 

Minister, the President of the Treasury 

Board or the Minister of Finance, to 

be included therein; 
and shall be prepared in a form that 
clearly sets out information according to 
the major businesses or activities of the 
corporation and its wholly-owned subsid- 
laries, if any. 

(4) In addition to any other require- 
ments under this or any other Act of 
Parliament, the Treasury Board may, by 
regulation, prescribe the information to 
be included in annual reports and the 
form in which such information is to be 
prepared. 
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